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Barrett Ryan warn of busmess exodas

By JGE MANHIHG
jmann!rag@pumalsenﬂnel com

physician prices. were shown
again: Monday o be’ dramati-

- -cally-higher than national av-.. .
' -'+27% Heaith.;care spendmg

erages;. hamstringing: local

- bnsmesses trymg {0: compete. o

The: reason, according to a
" study released by the Govern-
“ment Accountabmty Office, is
that ‘area ‘health care provid-
ers flex‘more muscle in negoti-

‘ations than msnrance compa-'r

“nides do.

Hospxtai mpatient charges
“are 63% higher in the Milwau-
" kee area. than the average of
239 metropolitan  statistical
‘areas across the ceuntry the
study found.

The. government report, re—
Jeased Monday by Mayor Tom
Barrett. and U.S. Rep. Paul
.. Ryan {R-Wis.),

33% higher than the average of

331 metro areas.

4. -Overall, Mﬂwaukee ‘area
. hospitals rank fifth in price

: '!‘53% Hes;ma costs
+33% Doctor ;mces

16th

also showed
that physmians prices were:

HIGH COST DF HEALTH

" Milwaukee-area hospital. and - Compared wit 29 cther

metropolitan areas, these Milwaukee
area health'¢are costs are much
higher:

overail

Souro chemmeni izccoumabiiry G‘faca

and area physmlan fees rank:'

Health care. spendmg }.eeaﬁy'_;”: .
was 27% higher than the aver- . -
age across ali th ‘metro areas_ :

years have sho

" costs are” censxderably higher- S




Costs are hlgher here, study says

HEALTH ?{cm 1A

the report tﬁgether because

they had requested it two

Speniig tites,
cltthename
' :'zven_'Spéelberg’?'-

Cue I

JoURNAL SEN'I'ENE_L "

jsonlinecom ;
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yvears ago when Barreft was in
Congress. Ryan represents the
1st Congressional District in
southeast Wisconsin,

or southeastern Wisconsin
faces job losses as. businesses

mthe region. i 7

rett and Ryan, proposed Ways

{“to ~ slow . the searing . costs,

“which they said threatenedithe

|| viability of ‘area businesses,

The two said the report should
“spur discussions” among pur-
chasers of health care, and
‘ealled for “a dialogue” among
‘hospitals, physicians, employ-
-ers-and insurers to ¥y to re-
solve the'problem. _

+“Purchasers have to be'more

-1 | .aggressive. As long as we have
| purchasers willing “to- pay-.

1. charge those prmes

.sociation senior vice
“dent, -a trade group based m
‘Madison.

those prices, the pr0v1ders will
Ryan

The! report shoets dcwn the
Iong-held “belief that Milwau-

- mentfrom Medicare, the feder-

14l “health coverage for ‘senior .

weitizens: Although: Milwaukee
physiclans are paid about 3%

| jess: than the Medicare medi-_
an, area hospitals’ Medicare

payments are generaﬁy above

§ | the median, according to the
. report.

A ﬁnai GAOQO report examm—
/ing in more detail why areas
of 'the country have hlgher or
lower health care prices will
be reieased in February

1 &nger-poinhng

| * But some parties think they *
~already  know why haspital

prices are so high.
“You have a marketplace

| that is not as well-functioning

as it should be,” said George
Quinn, Wisconsin Hospital As-
presi—

There’s a 1ot of fmger-pomt—
mg
Hosplta}s blame health

‘I care users for the crisis be

cause emplovees want to be

move ‘away or refuse 1o Iocate

1 kee’s:high prices are, in part, .
‘| the resulf of under-reimburse-

“information and- estabhsh a’
“schedule of the maximum fees

able to go to any hospitai cr
" physician they choose rather
“than being restricted to specif:

ic systemns for the sake of vol-

ume discounts.

B Health insurance ‘brokers

blame businesses that “buy

_health insurance plans that

_At a City Hall news confer- |
‘enice, “both “men.. sdid’ health . .
care costs have to be reined i

i permit employees to visit any
iphysician or hospital, thus

“steering patients te 'pecaﬁc
providers.
¥ Health insurance compa-.

- nies - blame businesses’ for
“Neither ‘the. stmiy, ner Bar--':

fits and “broad ~provider .net:

works, ‘while  businesses’ say

heaith insurance ..companies
“don’t work hard’enough at ne-
‘gotiating discounts,
All agree that consu
need more price mformatlon
to help them select care.

“The higgest singie factoris
_the fact that every employer al-
‘lows every employee to access -
“servicesat every health .care:.-
facility,! Quinn said. “As long
asl.can remember At has been ;

that way.”

‘Anew desire t6 ttack prlcas

has emerged within the busi-

ness - community; ‘said - Larry ..
Rambo, chief execiitive officer:.

for Humana’'s Wisconsin and
‘Michigan markets. The Busi-
ness Health' Care Group of
Southeast Wisconsin has set
caps on what member employ-
ers will-pay for health care to.-
physicians, he said. '

~The. Business Health: Care..
Group was formed in January o
2003 to -respond to scarmg
health ihsurance premiums.-

The. group wouwld provide em-
ployees with price and guality

that the companies would. pay.
physicians and hospltals -
* Rambo sees price. transpar—

ency as the most effective way -

to get hospztals and physicians

to Teduce pricesiin'a competi- - .

tive marketplace drlven by
consumer choice.”

“It is importan{ o gei ﬁ'mse- g
" to thetable and help, we WIH"E_ Fein®
gef: engage il that dxaiogue

“ON Js"”_'s.mz coM .

Goto WWW, jsonime.comllinks! L
sumers involved in purchasmg - -gaoreport 1o read the GAO teporton [ -

health care coszs m ihe anaukee

price differences out there and:
let consumers make their: own'
choides,” he said. i
~Wisconsin Manufacturers &__
Commerce said- the’ report
firms up the need to:get con-.

decisions, .
Consumers

eliminating . discounts. for.

“Aurora ‘Health :Care, the larg:
: est health_care neiwork in-the:

“pitals have the kmd af: negotl_ P s
-ating power the GAO repart m--_--

dicates.
But,: Howe sa1d “As a com-'_' ¥
L munity, we' cannot ighore-the
= high costs of care. And:toithe™

{:hasers and insurance ccmpa
nies should begin to direstem-
ployees: .to those’ proviciers
demonstrating “a commitment

“to patient: safety, dmproving

quality, and reducing unneces-
sary ' or “imappropriate treat-
ment. That's the best way o
lower overall” costs,?  said:

James Hanev, Marnufacturers”

& Commerce president.

'_ Shed a light on pricing .

Menday ] federai report s
.comes at.a fime when empley— 3

wanting to:provide.rich béne-: ers and politicians are calling

fo 'greater transparency
'heaiith care pmcmg :

: “re :
‘of normai mfant (iehverles in’
its 116" partzcwatmg hospitals™ -
“as well ag the costs of a visit to
a doctor’s office, which will al- -

low consumers to make selec-
jonis on price.

+The Wisconsin Hospltai As- ]
ssociation’s - CheckPeint pro- .

- gram offers’ Jlimited ‘quality in:
“forimation now.at its 125 hospi-
tais statemde Both groups
premzse to. Telease additional.
price and quzhty mfoz:matmn;.

Consumers of heaith .car

need to know what they will be
paying for: so-they can make:
Z-apples~to~apples compamson

Ryan said.

“The” purpese of ﬂus report T
is'to shed light on pricessowe | o
can have an. honest dialogue |
among health care. prov;lders_ =

nd consumers,” he’said.
‘G, Fdwin Howe, presuient '

' Associal
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Umted States Govemment Acconntabihty {)fﬁce PR '.
Waslungtson, Z{)C 20548

_ August 18 2004

" The Hon orable Pa,ul Ryan

House of Representatwes

Subject Milwaukee Health Care Spending Compared to Other Metropolitan Areas:
£ ' Geogmphw Vamtwn in Spendmg for Enrollees m the Fedemi Emplayees
Heaith BWﬂtS Pmﬂ‘mm L e e

"'Hea;ith-care spendmg vanes across the country due to dlfferences in the use and price
‘of health care services. Understandmg the reasons for utilization and price variation

“may contribute to developmg methods to controi health care spendmg This report
- “provides preliminary results from our work on. geographic’ variations i m health care

spending and prices.

“You asked us to examme geagraphm vanatlons in health care spendmg and pnces in

the Federal Employees Health Benefits Program (FEHBP). FEHBP is the health
insurance program administered by the Office of Personnel Management (OPM) for
millio i

<o federal: cmhan employees and"retirees,__wmch _cevered_S 5m

2 'f-ipnvate msnranc:e program m the Umtedetaxes Th]s repart summanzes prehmmary
information prowded to you at an interim bneﬁng on Ju}y 21, 2004 The enclosed
~briefing slides (seeenc.T) }:nghhght the results of our Work cempanng lewaukee to

..o pther areas of the country The ob,}echves of the bneﬁng were to. (1) compare
*. - Milwaukee health care spendmg per enrollee, hospltal inpatient prices, and physmlan
-+ prices with'other metmpohtan areas, and (2) examine factors 1den£1ﬁed by

S stakehoiders in Mﬁwaukee that may affect heaith care spendmg and pnces

To estima,te spendmg and prices in Milwaukee and other metropolitan areas, we
anaiyzed 2001 claims data for enrollees under the age ‘of 65 from the largest national

“instirers participating in FEHBP." We defined pnce as the paymenl: ’by insurers and

enrollees to a provider for a service. Spendmg was the sum of payments across all
providers for each enrollee. We anaiyzed mean spending per enrollee, mean inpatient
price; and'mean physician price in- Mﬁwaukee and other metropo}ztan statxsﬁcal areas

+ (MBA) acrossthe country. ‘Out of a tetal of 331 MSAs, we included 239 MSAs in the
*spending per enrollee and inpatient price analyses and 319 in the physxcian price

analysis. We also interviewed key: stakeholders in ‘Milwaukee to identify factors they
thought affected health caré spendmg and prices. Key stakeholders included

- representatives of health ifisurance companies, hospital networks, physician

networks, and large employers. To determine if these factors could affect geographic

.- GAO-04-1000R Milwaukee Health Care Spending :




differences in spending and prices, we evaluated quantitative indicators of some
aspects of the identified factors. We tested our data for conmstency and rehabihty,
~.and determined that they were adequate for our puxjposes ‘Our analysis is limited to. -
geographic variation in FEHBP spending and prices in 2001, and we did not consider:
all of the factors that could affect health care spending and prices. However, our
analysis provides important information about selected factors identified by
stakeholders. Enclosure II contains additional details about our- scope and.
methodology. We performed our work from June 2004 through August 2004 in
accordance with generally accepted government auditing standards. . .-

Results in Brief

“Health care spendmg and pnces in Mﬁwaukee were hlgh relatxve to the averages for

" 'MSAs in our study, and preliminary analyses point to providers’ leverage in

negctz,atmg prices with insurers as one of the: contributing factors. Milwaukee ranked
: amcng the top 20 MSAs for spending per enrollee, ‘inpatient prices, a;ad physician
prices. Some stakeholders asserted that high spendmg and prices were caused in
part by the: ieverage exerted by prowder networks in Mﬁwaukee, which limited
“insurers’ abﬂlty to control the prices: they pay. ‘This assertion was. supported by our

: exammatmn of mdlcators of t;he relative strength of prowders and ‘payers,-We
“provideda draff: of thls report to {)PM fcr review. OPM informed us t’hat it had no
comments. - PR
Milwaukee’s Health Care Spendmg and Prices Compared to Other MSAs
WereHJlgh o e e .

Mﬂwaukee ranked lﬁ‘“ in Qverall spendmg amcng the 239 MSAS in: the analys;s, after
; .accountmg for. differences in age and sex of those coverad and the underlymg costs

Cof conducting | business : across the areas. . Health care spending in Milwaukee was

~“about 27 percent h.tgher than the average across all.of the MSAs in this analysis. High
"hospltai mpatxent and physxclan prices hkeiy contributed to. hlgh total spending.
' Inpatient prices, after ad}ustmg for differences in underlymg costs and the mix and
severity of cases, were 63 percent hlgher than average hospltal mpatlent prices in the
239 study . MSAs Milwaukee had the 5" hlghest haspmﬂ inpatient prices.. Adjusted
physicianprices were 33 percent hzgher than the average across the 819 MSAs in the
analysis. Milwaukee ranked 16® ‘highest for physxcmn prices.

Provider Leverage Relatlve to Insurers May Conmbute to ngh Pmces,
Payment Shortfalls Do Not Appear to Explain the Discrepancy in Pnces
' between Mﬂwaukee and Other Metropohtan Areas... T

 Stakeholders asserted that hlgh hea.‘tth care przces were due at least in part to

* Milwaukee hospltals and physicians. hawng considerable leverage over insurers when
negotiating prices. Stakeholders described highly consolidated provider networks in
Milwaukee that included both hospltals and physicians. These networks had
established markets in separate geograpmc areas, each with loyal consumers.
Insurers contended that they had to contract with multiple hospital networks because

.2 Do S & " ' GAO-04-1000R Milwaukee Health Care Spending



of consumers’ demands for access to their local hospitals and 16 ensure enrollees had
the ahlhty ’£;o use hospxtal semces across Mﬂwaukee Insurers furthe_r_ a_sserted that

chrect enroilees to spemﬁc networks for care thereby hnutmg insurers” Jeverage to
negotiate lower pnces for health care services with providers in exchange for a larger
sha.re of the msnrers busmess

.. Wefound some:evidence to: support the stakeholders’ assemon that ‘hospitals and
- physicians had moré leverage than insurers iiv negonatmg prices. The two largest

- ‘hospital networks in Milwaukee had 14 percent more market share, that is, share of
‘beds; than the average across MSAs of similar size. The' larger the share of the

E hospital sérvice'market controlled by a few prmrzders ‘the greater the likelihood that

insurers will have to contract with those providers to ensure enrollee access to care.
Another indicator of the relative negotiating Ieverage of providers and insurers is the
estimated share of prunary care physxcxans income that was paid. thmugh a

: o ‘capitation arrangement Undera capltatmn arrangement the insurer pays a
~predetermined fee toa prowder to render all of an enroiiee s care fora given penod

:regardless of how much care the enrollee ultimateiy uses; thus, providers have to
absorb costs above the: predetermined fee. -Paying physicians 6n a capitated basis
indicates that insurers had the leverage to negotiate this payment arrangement which
providers often try to resist. Milwaukee was an estimated 89 percent below the mean
in the percentage of physicians’ income derived from capitatlon payments, indicating
that the providers may have had leverage to resist this payment arrangement.

Some hospital and phySIClan group administrators in Milwaukee stated that they
needed to charge higher prices to private insurers to make up for low Med,u:are
payments and to recoup costs of uncompensated care. Mﬂwaukee hospitals in our
RN analyszs received Medxcare payments above the medianfora hlgh~volume typeof
" ‘inpatient stay, and one hospital’s payment was higher than 90 percent of all hcspltals
in the country. Medicare hospital payments differ because of adjustments to account
for geographic differences in costs. Hospital inpatient payments may also differ
because of the mix.of teaching. hospltals or hospltals that provide a disproportionate
share of care to low-income patients, W}uch both receive higher Medicare payments.
In Milwaukee, the Medicare ‘payment, for a typzcal physician office visit, which'is
ad;usted for: geograph:c differences in costs, was 3 percent below the median of all
payment areas in the country. The percentage. .of uninsured people in Milwaukee is
half that found in our study MSAs, which suggests that recouping the costs of
uncompensated care is less of a problem in Milwaukee than elsewhere.

In an upcoming report, we will complete our analysis of spending in FEHBP. This
will involve evaluating the separate contribution of price and utilization to spending
and further analyzing the factors that contribute to regional variations in spending in

FEHBP.

3 et L e GA0-04-1000R Milwankee Health Care Spending




Agency Co:mments

.We ;)rowded a draft of tkus report to OPM for rewew OPM uﬁonned us that it had no
.. comments. . R S R e : 4 :

.. As agreed with your office, unless you publicly announce its contents earlier, we plan
. no further distribution of thzs reportuntil 30 days after its date: We will then send

~_copies of this report to the Administrator; OPM, and to the insurers that: provaded us
with claims data for FEHBP enrollees. We will make copies:available to'others upon
request. In addition; the. report will be avaﬁable atno cha.rge on the GAO Web site at
http:/www. gao gov. e :

: '-If you or your staff have any questions or need addltwnal mformatmn, please contact B
“‘me at (202) 5128942 Anather contact and key conmbutors are hsted in enclosure
.'-:.1_11._, PR O . B

'_LauraA Dummit ' '
: Dzrector Health Care——Medlcare Payment Issues_ '

" Enclosures 3

.4._ L . .. GAO-04-1000R Milwaukee Health Care Spending
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?M:lwaukee Health Care Spendmg
;,.Compared to Other Metropohtan
Areas

Geographlc Varlatton m Spendmg
~ for Enrollees in the
Federal Employees Health Benefits Program

GAO-04-1000R Milwaukee Health Care Spending
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C ftntehts

.-« Introduction
- * Briefing objectives
_'Sccpe and: methodology
. Summary of resuits
Spending and prices m lewaukee compared to other areas
* Spending per enroli ' =
~*.-Inpatient price .
. Physician price
Factors identified by Milwaukee stakeholders

_ that_ could affect spending and prices .

GAO-04-1000R Milwaukee Health Care Spending
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;; Introductlon

In-

. ' Health care spending per person varies across the. country.
e Spendmg variation could be due to differences in the use of
. health care services or the pnces pazd for hea!th care

o services. e

. Urzderstandlng the reasons for spendmg varianon may

- contribute to develop;ng methods to control health care

~spending. .

~ This briefing provides preliminary resu!ts from our work on

_ ‘_j‘geographlc varrations in spendmg and price.

GAO-04-1000R Milwaukee Health Care Spending
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Bﬂeflng Objectives

-"-j".-g_-'We examined FEHBP data on health care spendmg and prices
-across geographlc areas. | .

_Ow brzefmg objectwes are to - |
1. compare Milwaukee health care spendmg per enrol!ee

- hospital inpatient prices, and physician prices Wi'(h other
“metropolitan areas and

k-_:.'-"examme factors rdentlfled by stakeholders m Mtlwaukee that
- _-may affect health care spending and prices.

GAO-04-1000R Milwaukee Health Care Spending
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- Scope and Methodology
 Spending and Prices

':5"":.;-::3Study Population
~..* Federal.employees and their. dependents enroi!eﬁ in the
Federal Employees Health Benefits: Program (FEHBP)
- .the fargest empioyer—sponsored h' '--Ith urance .
- . program in the country. -~ T
...+ FEHBP contracts With pnvate msurers to provrde heaith
oo benegfits. S AT e
~*» FEHBP
~+ provides benefits to a large insured and
~ geographically diverse population, and
* enables us to better understand how federal doliars
are spent for this large insured group.

GA0-04-1000R Milwaukee Health Care Spending =
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__i"a.ci.osure I .
- Scope and Methodology (cont )
Spendmg and Prlces S

| -D_ata -
. s Medical claims data (2001) from several !arge national
< insurers partlc:ipatmg in FEHBP.

| . Excluded enro Iees age 65 and over
. _Excluded pharmaceut;cal claims.

'« Included enrollee payments (deductlbles coinsurance,
and co-payments).

GAO-04-1000R Milwaunkee Health Care Spending
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‘Scope and Methodology (cont )
Spendmg and Prices

e Cl axms data aggregated to the metropol:tan

 statistical area (MSA).
. Excluded non MSA areas

" * Excluded MSAs with few FEHBP mpatient |

admissions and MSAs where: claxms did not reflect
fmal provider payments

= smal!er populatlons

IS B

GAO-04-1000R Milwaukee Health Care Spending -
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| Scope and Methodology (cont )
~Spending and Prices e

:-.Geographlc Areas (cont) b e
. Spendlng and inpatient price analyses
. mcluded 239 MSAS and B

e study MSAe mcluded 89 percent ef the pOpU’at'O”
in MSAs. = _. !

e Physmzan pnce analyses |
* included 319 MSAs and -

s study MSAs included 98 percent of the pOPU'a’ﬂon
of MSAs.

12 e . . _ RS GAO-04-1000R Milwankee Health Care Spending



: Spendmg and Pnces TN

=1¢ b’sére i ;%G AO

. .~ Measures ef spendmg B R
.lln our study, spendmg Is computed as- the total payments for

~health care services (including the enrollee share) for -
- persons enrolled with the selected i lnsurers pamc:pa’ung in
FEHBP Spendmg is ad;ﬁsted for

- costs that vary across. geographlc areas (such as
~'wages and rents) using methodoiogles similar to those
used by’ Med;care to adjust payments and

e enrollee dlstnbution by age and sex

13

GAO-04-1000R Milwankee Health Care Spending




Jo-
>
i

~ Integrity * Reliabil

J.Qﬂroi |
‘Scope and Methodology (cont )
Spendmg and Prices

~Measures of price

e + Inour study, price is the payment by i msurers and enrollees
~ to aprovider for aservice.

. Inpatlent price. The average total payment m an
MSA for a hospltaf stay

* Physician price. The average total payment in an
~MSA for a physician procedure or visit.

. !rzpatzent and physmzan prices are adjustod using
methodologies similar to those used by Medicare to
adjust payments to providers for geographic
differences in costs and mix of services.

TR

4 : GAO-04-1000R Milwankee Health Care Spending
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’cope and Methodology (cont )
o Spending and Pnces
3 - Data Reuab:hty - -

lﬁ?«»

o We tested tho claims data for completeness mtemal
7 consistency, as well as consistency across insurers and
determmed ihai they were adequato for our porposes

1'1" .

15
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‘ "Scope and Methodalogy (cont )
- Factors Identmed by Stakeholders

: G A O.l_

 Data
B _‘Interv ewed key stakeholders about factors contributing to

- spending and pnces in. Mllwaukee Key stakeholders
;ncluded celome el S0

e R _physm;ans

“hospital admlnlstrators
insurance company representatives,
..employers, and

-+ other individuals knowledgeable about health care
~ spending in the area.

| 16
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| Scope and Methodology (ccnt)
-Factors ldentsﬁed by Stakeholders

ﬁ'-.f:Data (cont )

s fWe examined MSA- level md;camrs of factars identzfled by

. stakeholders using data from multtple sources and compared
_indicators in Mﬂwaukee to the MSA averages for the sampie
of239 MSAS | | 5 S

17 _ C : SR T SRR GAO-04-1000R Milwaukee Health Care Spending
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~ Scope and Methodology (cont )
~ Factors Identified by Stakeholders

" Data Reliability

A :We tested the data forinternal consistency and consistency
with other sources, and we reviewed the data collection
meihodoiog:es We determmed that the data were adequate
for our purpose.

e

18 : GAO-(04-1000R Milwaukee Health Care Spending



Scope andMethodologv(cont)

Factors Identified by Stakeholders

e  '3 We calculated Medicare Payments for

-+ a high-volume type of admlsszon for all hosmta!s in: the
country and
ea h:gh-’volume physician serwce for all phys:c:an payment
| areas inthe country. el e _

15

19

GAO-04-1000R Milwaukee Health Care Spending




*Geographic variation in FEHBF3 spendzng and prloes may be

"+ s This analysis did not consider all of the factors 4 that could

évo_

< lrlerity * Reiisbitity

: ,_nclosure I

-'-Scope and Methodology (cont )

le:tatlons

different in other years.

affect health care spend;ng and prices.

w1 :

20
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i‘--_?Summary of Prehmmary Results
Analysis of Health Care Spendmg and: Prlces

"ﬁ-.f',:.-'}Health care. spendmg and przces sn anaukee were: hagh
.~ relative to the. -averages for study MSAs. i -

e Spendmg, adjusted for.costand patlent age and sex
dlfferences ‘was 27 percent h:gher i
e Haspital mpatzeﬁt prices, adjusted for cost case m;x and

- severity differences, were 63 percent hsgher |

. Physuouan prices, adjusted for cost and servuce mlx
drfferences were: 33 percent hlgher LR

a4 T o GAO-04-1600R Milwaukee Health Care Spending
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Enclosure | o
'Summary of Prehmmary Results (cont.)
.-:-AnalySIs of Factors Identified by Stakeholders

- Provider Ieverage relatsve to'insurers may contribute to high

. prices; payment shortfalls do not appear to explain the
discrepancy in: prices between Mllwaukee and other
~metropolitan areas.. e

-+ Milwaukee prov;ders may be in a better posntson to
negotsate payments w;th insurers: compared to provzders
~in other areas. -

e« Milwaukee prswders are net on average more likely
than providers in other areas to have to raise prices
because of low Medicare payments or high
uncompensated care costs.

P
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P Comparlson of Mllwaukee Spendmg,
o Hospltal Inpatient Prices, and
Physmlan Prices with .ther
Metropolltan Areas
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Ad;usted Average Spendmg1
per Enrollee 2001

e 070 1.00 1.49
BEI | 1.27 .
Min.  Aduste  Miwaukee  Max. |

. R average S R

e« Ofthe -512:_39;.M'S-A.s;_;gn;:awi_aina’-lys-is,a-M_i_!w.a-u_ﬁk,e’é-?fan-ked 16,
f..._;.Spending_i__}fv@_s__ 27percent h:gherthanthe adjusted average.

?,;Spending per enrollee excludes pharmaceutical, mental health, and chemical
. dependency services.

2Sp@nf:i;ng in Milwaukee, adjusted for patients’ age and sex composmon and costs,
- compared.to average spendmg in siudy MSAs adjusted for pa‘tsents age ar;d sex
. -comnosﬁzon and costs M, : : _ R

Actountabiily « Integrity * Refiabiity .
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1.00 1.92

| Mean - Milwaukee  Max.

* Of the 239 MSAs in our analysus Mllwaukee ranked flfth
: ._Hospltal mpatient pnce was 63 percent above the mean

: ’-Hgspitaji inpatient.price is adjusted for differences in cost, case mix, and severity. . -

2b
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;.....Adjusted PhySchan Prlce per Procedure 1

i) Relatlve to the Average, 2001

0.79 1.00 1.63

e I 1.33 ]
o Min, “Mean Milwaukee Max.

+ Of the 319 MSAS in our anaIySIs Mllwaukee ranked 16**‘

. Phys cian price was 33 percent above the mean.

’Phys:caan price per procedure is adjusted for differences in cost and service mix.

- Physician price excludes anesthesiology, radiology, laboratory, mental health and
~ chemical dependency services.

26
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Exammatlon of Factors ldentlﬂed by
‘Stakeholders in Milwaukee That
Could Affect Health Care Spendmg
= ~and Prices
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_?"-‘Factors Identified by Stakeholders

'« We examined factors that stakeholders identified as
contributing to high spending and prices in Milwaukee.

- » .We identified indicators that quantify aspects of selected
" stakeholder factors for the 239 MSAs i iInour study

. We compared mdicators in lewaukee wuth other areas.

'+ This analysis provides prel:mmary insights into the factors
- - that may affect health care spending and prices in
Milwaukee.

24
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‘Factors Identified by Stakeholders

(cont.)
"‘Selectged_f_ac_to'rs idehtit:iédfby S--ta-keholdgrs were -

prov;der leverage

Medlcare payment

. uncompensated care, and

populatlon characierlstics

g R
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. Factors ldentified by Stakeholders
(cont)

ﬁsAo

hcvountabiity = Inlegrity * Refimbity

. Provider leverage: Many stakeholders asserted that

prowders had more leverage than insurers in negotiating
prices for services. Specifically, they contended that: .

-+ Milwaukee was geographically dlvaded into subareas

each with hospitals and consumers loyal to those
hospitals.

* Employers and insurers had to cont-r-act'r:wzthmu-itxpie
hospital networks due to consumer demand for access

- to local hospitals and to ensure access to hospital

services across Milwaukee. Insurers believed this
limited their ability to offer providers a larger share of
their business in return for discounted prices.

s

30
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-;f-f“Factors Identlfled by Stakeholders
- (cont.)

'« Medicare payment Some provsders asserted that they
- needed to charge higher prices to private insurers to.make up
-~ for low Medlcare payments

. 'Uncompensated care: Some providers asserted that they
" needed to charge higher prices to private msurers to recoup
costs of uncompensated care.

| Popalat;on characteristics: Some stakeholders thought
“that higher spending in Milwaukee might be due to an older
“-and less healthy population that requzred more health care
S '-'servzces

27
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Summary of Factors and lnd:cators

‘Factor =

" Indicators

o Pro\nder leverage

‘| Hospital concentration

Physmlan cap tatlon

Medicafepa}’mems |

Med;care payments to hosp;tais
|and physicians

- Uncompensated care

- | Percentage: uninsured

health status

. [Population characteristics

Mortality

23
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Provnder Leverage

Our indicators of provider leverage: o .
.. »Hospital concentration: The share of hospltal beds in the

- two largest networks of hospitals. This may: indicate

.. hospitals’ leverage relative to the insurers’ in negotiating
. payments. Higher concentratten suggests more provider

leverage.

- Physician capnat;en income: The share of a phys cian’s
. compensation that is from contracted capitation
- arrangements, which provide a fixed, predetermined
- payment for caring for an enrollee, regardless of service

. use. This may indicate the insurers’ leverage, relative to

the physicians’ in negotiating payments.
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;?'Prowder Leverage (cont )

Our analysis showed: e -
e Higher-than-average hospital concentratlon m Mllwaukee
compared to study MSAs. -~~~

' e Lower-than- -average share of physrclan mcome from s
“-capitation arrangements m Mﬂwaukee compared to study

~MSAs.

e Both rnd:eators saggest that prowders may have an
o advantage over msurers in negotlatmg przces

w1
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Provxder Leverage (cont )

éGAO

- Hospital Concentrat:on Relative to the Mean

1 00 _ | 1.76
Mean Mliwaukee i Max. |

Miiwaukee compared to similarly s;zedf -MSA‘S:

- Fourteen percent above the mean. -

A measure of hospital concentranon in subareas of Mliwaukee may mducate a different

level of concentration than ours:: :

: h'ther measures of provider ieverage may md;cate dlfferent feveis of prov&der leverage
~than ours.

Hospital concentratiofi is fower in’ MSAS with large populations. ‘Therefore, we compared
Ailwaukee with cutaes of s;m;iar snze for thts anaiys;s _ o

o1 sl
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_:-f'-‘Prowder Leverage (cont.)

* Physician Capitation Income Relative to the Mean

Milwaukee | S SR
- Min. Mean . Max.

Among the .'2351 MSAs |n our analysrs M Iwaukee was 89
percent below the mean.
~-Other measures of provider: leverage may indicate

d:fferent levels of provider leverage than ours.
. "Four MSAs had missing data and were not included in this analysis.
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- Medicare Payments

o ~Medicare pays most prowders nationai rates adjusted for

- geographic differences in costs.

5 -S'f-;f'-_* Medicare hospital inpatient paymems are based on national

rates, adjusted for geographic differences in costs with
“additional payments for ‘teachlng and treating ; a.
d;spropomonate share of low- -income patrents

* Physician payments are based on a national fee Schedule

- ‘adjusted for geographic differences in costs.
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-' 'Our indicators of Medicare payments:
.+ Medicare hospital inpatient payments.. We compared the
median Medicare payment for.a patient admitted with
- “heart failure and shock,” 'ah;ghwvolume admlssxon to the
payment for hosmtals in Mliwaukee |

s Medicare physu::ian payments We compared the medlan
Medicare physician payment for an “intermediate office
. visit,” a h;gh~volume service, to the payment for
G ”:--'physzcxaﬂs in Mllwaukee
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_‘Medlcare Payments (cont.)

'Our analysns showed P e -
* The. Medzcare payments to Miiwaukee hosp:tais for a el
. patient treated for heart failure and shock were above the = |
“national median. e g e
_» The Medicare payment to a physmran in Wisconsm for.an
intermediate office vzsxt Was about 3 percent below the
natlonal medzan F e e Gy
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- Medicare Hospital Inpatient Payment, Relative to the Medlan,
- for “Heart Failure and Shock”

0.;8;01- --:.--.1.00 B v st AT L g

~ Min. Medsan o e,

| Relat;ve Med:care Payment to Mtlwaukee Hospltais
Froeditert 1.43 Columbia 1.06
- St. Mary 1.20 St. Luke 1.05
“St. Joseph  1.14 Waukesha 1.03
St. Michael  1.14 St. Francis 1.02

38
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Medlcare Payments (cont )«

?:E'Wlscensm Medlcare Physuc:an Payment Relatlve to the Medtan
-;;;for an. “tntermed:ate Office Vlsst” e

: 090 :1-00. oz

097 |
Wisconsin

- Min. Median | | | - Max.

:Na’tlonal rates are ad;usted by the same perceniage for physacrans in:
Wisconsin..

a1
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~ Uncompensated Care

e ':_Our indicator of uncompensated care1 Percentage of the -
population that is uninsured. The percentage of umnsured is
an indicator of the demand for uncompensated care.

* Our analysis showed that Milwaukee has about half the
percentage of uninsured population of other MSAs.

. fDé{a on the percentage of the population that is uhlhsured were estimated at
- the MSA level by InterStudy Pubiicatfons based on statewide data from the
Current Population:Survey.
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~ . Percentage Uninsured _--Rela%tf_i_v‘e”‘téi the Mean =

Milwaukee
~ Min. Mean Max.

» Of the 235" MSAs in our analysis, Milwaukee was 50 percent
" below the mean.
TFour MSAs had missing data and were not included in this analysis.
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~ Population Characteristics
- Health Status

: -:Our indicator of health status: Mortahty An mdlcator of
- the health of the population; less healthy populations
- have higher death rates.

'Our analy3|s showed that Milwaukee s mortahty rates are just
~ below the average. _ .
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| Deaths per 100,000 222 230
. people age 1-64
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= Continue to analyze the relationship of price to regional

3 variation in spending in FEHBP.

- = Analyze the separate contnbutlon of price and utilization to
spending -

= Continue to analyze the factors that contribute to regional
variations in price and spendmg in FEHBP. |

46 e : C e - : GAQ-04-1600R Milwaukee Health Care Spending




- Enclosure 1 oo oEnclosure 1T
Scope and Methoéolegy

_ Thls enciosure descrxbes the data and methods we used t{) compa,re geogra;aluc

" ~varjations in spending and price in Milwaukee with those of other metropolitan areas,

- and to-explore the factors affectmg the health care market in Milwaukee. Our study

) -group comprised-enrollees inselected national preferred provider. arganmatlons
{(PPO) participating in the FEHBP: We compared differences in per enmllee spending

andin mpaj:tent and physmlan service prices across Milwaukee and other -

« - Imetropolitan‘areas using medical claims data. - We interviewed stakeholders in

Milwaukee to identify potential factors that contribute to: sspending and prices, and
then analyzed data related to these factors to assess their likely relevance t6 spending

and pnces in Mﬂwaukee

- ::_.;FEBBP I)ata and Study Ehgﬂnhty Cmena o s

| : To compare heaith care spendmg, hospltal mpatlent pn{:es, and physmlan pnces for
. -Milwaukee with other metropolitan areas, we analyzed 2001 health services claims

data from FEHBP. FEHBP, the health insurance program administered by the Office
of Personnel Management for fet;iera} civilian employees and retirees, covered 8.5
- million people in 2001. - FEHBP negotiates with private insurers-to provide health
o beneﬁts Itis the largest empioyer—sponsored insurance pragram in the Umted
(}ur study mch;,ded claams data from federal employees under the age of 65 a:nd their
. dependents who enrollediin selected national PPOs as their primary insurers.! Data
for enrollees with partial yearenrollment were prerated based on days of ehgﬁ}lhty
- ldurmg 2001 *I‘he dates of service on claims were checked so that they were mﬂy _
“included if the service was dehvered duringa penod of PPO ehglbmty

. - Pharmaceutical claims were excluded from the study, and mental heaith and

chenucai dependency claims were excluded from some anzalyses because these

- -services-were subcontracted to-other ()rgamzatmns by at Jeast one of the PPGS and

' i:he assoczated claxms for:ail-semce types were noi: routmely ava;dabie

- In our study, pnce was deﬁneti:as the ’i:otai payment made by msurers and enro]lees

to a provider for a service. Spending was defined as the total payments for health
care services (including the enrollee share) for persons enrolled with the selected
insurers participating in FEHBP.

We aggregated payments to the MSA to compare spending and prices across MSAs.
We did not examine spending or prices outside of MSAs because their expansive
areas could inchide multiple markets that we would not be able to distmgulsh
between.

"We excluded PPO enrollees age 85 and over because FEHBP is not their primary insurer, and
consequently the PPOs do not have records of all claim payments. For retarees age 65 and over,
FEHBP supplements Medicare benefits. .
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There are 331 MSAs in the 50 states and the District of Columbia. We excluded some

MSAs from our study because we could not obtain complete claims information due
‘to payment adjustments that occurred outside of the claims system or because there
- wasan insufficient number of inpatient hospital admissions to support our analyses.
In addition, we excluded one MSA because it had a high proportion of claims from

~-enrollees that were out of the area. Forour spendmg and inpatient analyses, we had
i adequate data to make comparisons among 239 MSAs, which accounted for 89

percent of the populatlon living in MSAs. Inour physician price ‘analyses, we
--mcluded 319 MSAS Whli’:h accounted for 98 percent of the populatxon hvmg in MSAs.

: Spendmg Analysxs

To determine average spending per enrollee in each MSA, we summed all payments
for each enrollee and then assigned-enrollees to their MSAs of residence. We then
ad]usted spendmg for geographic cost dlfferences, removed outliers, and accounted
- ~fordifferences in the ‘age and sex distributions across MSAs. After applymg our

= ehglbmty cntena and remowng autlzers, we haci 2 i mﬂhon enroliees m our stuciy

:‘We accounted for geogz'aphlc dxfferences in the costs of prowdmg services by
“+applying the methodologies used by Medicare to adjust provider payments. To adjust
some provider payments for geographic differences in costs, Medicare applies the
Medicare hospital wage index to the portion of payments that covers labor-related
costs for a specific service. We summed the payments per enrollee by service
© categories and then applied:the hospital wage index to the labor-related portion of
-+ the total payment for each type of service, (Categoriesof. Semce that'were adjusted
- for cost differences in'this manner were hospital mpa.tlent ‘hospital outpatient, home

| - ‘health, rehabilitation; skilled. nursing facility, other. mztpanent and ambulatmy

' Qfsurgery center. Mental heaith and chemical dependen' y services were excluded from
the spending analys:.s We adjusted physician services using:a different methodology,
again-following the basic methodology used by Medicare. 'We applied the: appmpnate
-geographic practice cost indexes {GPCI) to the total physician payments However
our method:differed sllghﬂy in that instead of applyingthe GPCls at the = =
carrier/locality level, we calculated cost indexes: for each MSA." By applymg the
-:Medicare cost: ad;ustments as spemﬁed above we obtamed what we refer toas cost-
aﬁjustedspendmg : S e

. "Medicare adjusts hosp:tél ﬁlﬁ&tlent payments for labor and capital-related variations in costs. In our
study, we applied labor and capital adjustments to the hospital inpatient portion of spending and to
hospital inpatient. price.

*There are three GPCIs reflecting the cost of three different types of inputs: physician services,
practice expenses, and expenses for physician liability insurance. Each GPCI is used to adjust to the
price level for related inputs in the local market where the service is furnished.

“There are 92 earrier/locality regions nationwide and 831 MSAs in the 50 states and District of

Columbia. Thus;a carrierlocality area is, on average, much larger than an MSA. We used county-level
data for the GPCIs and aggregated those data to the MSA jevel.
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We-excluded enrollees with high total health care spending because spendmg for
-those enrollees could distort average spending in an area with low enrollment. To
. identify enrollees with high spending, we used a standard statistical distribution (the
--lognormal). We removed enrollees from this analysw whose spendmg was'at least
three standard deviations above the mean.

-+ We adjusted spending for the age and sex distribution of each MSA’s population. To
~do this, we calculated the average age- and sex-specific spending rates of all 239

.. MSAs: combined; and applied these averages to the actual age and sex distribution in

each MSA. This yielded an “expected” spending rate for each MSA: the spending in
that MSA if it had the study average spending rate, given the age and sex distribution
-..of that MSA’s population. We then calculated the ratio of actual cost-adjusted

o _ispendmg to expected cost-adjusted spending. : This yielded an index of how much

higher or lower spending in the: specific MSA was from what would be expected if it
- had-average spending rates, given its age and sex composition. An index value

greater than one implies s;)endmg was: hlgher than expected and an index value less

than one unphes spending was lower than expected We refer to i:he spendmg index
o as the adgusted avemge spendmg per enrollee o _

| --Inpatient axxd I‘hysxclan Prlce Analyses :

We calculated prices for hospital inpatient and physmian service categories. We
selected. these:service categories because they represented neaﬂy two-thirds of total
health care spending and we could identify standard units of service, inpatient stays,
-and: ;)hysmian pmcedures to which:we could link prices. ‘We could also ad]ust the
-+ associated: spending for the mix of services provided.’ We derived our price estimates
- by aggregating payments from mdmdual claims for the respecf:we categary to the

L QMSA based on the place of service.

For our mpatzent pnce estunaﬁes we ﬁrst aggregated payments from’ separaxe
- inpatient hospital ‘claims to determine the total payments for a hosp1tal admission.
This involved combining inpatient claims for the same enrollee that had contiguous
dates of service and the same prowder We exciuded stays i:hat mvolved mulnpie

hospztai provzt}ers

To account for dlfferences in the mix of mpatxent adnussmns across MSAS we first
classified each admission into an All Patient Refined Diagnosis Related Group (APR-

DR(3), using information on lerigth of stay, diagnoses, procedures, and the patients’

demographic characteristics. Each APR-DRG is associated with a weight that reflects
-the expected resources required to'treat a typlcal privately insured patient under age
65 in the same APR-DRG, relative to the average resources required for all patients.
- ‘Weused the APR-DRG weight to adjust:the inpatient price for case mix. We excluded
. .stays from the analysis for which there was: msufﬁclent mfonnauon on’ the claim to

assign a valid APR-DRG.
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- .We adjusted inpatient prices for differences in local costs of domg business by
. applying the Medicare hospital wage index to 65 percent of the price, which'is

.. ...Medicare’s estimate of the. wage-related component of the costs and the geographic
. adjustment factor to 9 percent.of the: pm:e, whmh is Medxcare s estimate: of the

capital cost component.

.. We trimmed our adjusted inpatient price data for outliers using a method similar to
~ thatused for trimming the spending data. We used a lognormal distribution to
. __1dentify and remove pn(:es more than three standard dev:atmns above or below the
..Jmean. .- Sl . :

For our physician price analysis, we excluded laboratory, radlology, anesthésmlogy,
..mental health-and chemical dependency, unspecified services; and services billed
- with. certain mod:ﬁers and codes, because these services werenot umfﬂrmly
- classified or billed across the PPOs.: We aggregated the pnees for the remauung
_services to the MSA based cm the provxder S place of semce :

To account for d}fferences m the le of physzcxan semces across MSAS we applied
the Medicare methodology used to adjust physician payments. For each service, we
applied the appropriate relative value unit-to reflect the value of the specific service
relative to an intermediate office visit.

 To achust physxcxan pnces for geographlc diﬁerences in costs we apphed the

. Medlca.re methodologr used to adjust physician: payments. We applied the:

. appmpnai:e GPCl to each physician payment.: However; instead of applying the
- GPCIs used for Medicare payments, which are based on geographic areas larger than

| '_ .an MSA, we aggregated ceunty Ievei cost mdexes ’i:o MSAs and then apphed them

= We tnnﬂned the cost and service-mix adJusted data for outhers usmg the same

method used for trimming our inpatient price data, namely, using the lognormal
. distnbutmn 1o remove ahservatmns more. than three standa;fd devzatmns above or

. below the mean

:Anaiysm of Factors !dentxﬁed by Stakeholders in Mﬂwaukee 'I‘hat May
Contn’bute to High Health Care Spendmg and Prices

We mterwewed key stakehoiders in Mﬂwaukee, mcludmg representatwes of health
insurance companies, hospital networks, physician networks, and large employers to
identify factorsthat might affect heath care spending: In all, we interviewed
individuals from 17 organizations. To determine whether the factors could affect
.spending and prices, we identified indicators that quantify some aspects of each
[factor. This methodology enabled us to.compare Milwaukee with otherareas across
the indicators. Factors identified by stakeholders and our assocmted indicators and
data sources are listed in table 1. :
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To caic:uiate the Medlca.re payment rates for inpatient: hospitals we 1dent1ﬁed a

.. frequent payment category, “Heart Failure and Shock,” Diagnosis Related Group 127.

‘We calculated the Medicare payments for all hospitals, using Medicare payment

‘formulas for 2002. Similarly, we chose one of the procedures thatis widely used by
physzcmns Intermediate Office Visit (Current Procedural Terminology code 99213),
and calculated the Medlcare payments for all physxcxan locahtles for 2002

“fable 1' Stakehalder Aualysis., Fac‘tors, lndmators, and Baia Sos;mes

l‘-‘actorsidemifiedby AT LT T
stakeholders .~ - Isadu:ators : SR -.'.-*"-'Baté_ ource i

Provider leverage Hospital concentration: marketsbare of Verispan, LLC .
R me_MS_A’_s nNo bigges_t hospﬁta! netwoms o
S Pnrnary care physsczan capitated paymems .intersmdy Pubhcaﬂons L _
BN Weighied by hea‘th malﬂtenam}e i : Un;ted States Census Bureau ’
S i o organization: enreﬁmem per. MSA popu{atzon :
. Medicare payments i Medicare hospitai payments o '_ ST :Centers for Medacare & Medlcald

R Medicare physician paymems o Sant;cas AR
Uncompensated care Uninsured, percentage of poputation InterStudy Pubircatrons

U.8. Census Bureau

Population characteristics  Mortality, deaths per 100,000 population National Center for Health Statistics
health status aged 1-64, as a health status proxy U.S. Census Bureau

Source: GAD analysls of factors, iwdicators, and data sources, o : : :
*Market share is defined in this study as the ratio of a hospital network’s staffed beds to the total number of staffed beds in the
MSA. Hospitafs unaffiliated with a network are treated as-sole hospiial networks for this analysis.

o *Capitated payments 1o providers. fypicaily require providers fo.care for a group of pataents regardless of the votume of servaces
R they uit;mate!y use, far a yrede:en-mned payment for each pat;ent. : : EESRIAER S i
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examines the use of public funds; evaluates federal programs and policies;
and provides analyses, reconunendanons and other assistance to help
Congress make informed ovemlght policy, and funding decisions. GAO's
commitment.to good government is reflected in its core values of
accauntabﬂlty, mtegnty, and rehablllty

Obtaining Copies of
GAO Reports and
Testimony

The fastest and easmst Way to obtam copies of GAO documents at no cost
is through GAO'’s Web site (www.gao.gov). Each weekday, GAO posts
newly released reports, testimony, and correspondence on its Web site. To
have GAO e-mail you a list of newly posted products every afternoon, goto
www.gao.gov and select “Subscribe to Updates.”

Order by Mail or Phone

The first copy of each printed report is free. Additional copies are $2 each.
A check or money order should be made out to the Superintendent of
Documents. GAC also accepts VISA and Mastercard. Orders for 100 or
more copies mailed to a single address are discounted 25 percent. Orders
should be sent to:

A S Govenunent Accountabﬂlty Ofﬁce
' 441 G Streét NW, Room LM

Washington, D.C. 20548

To order by Phone: Voice: (202) 512-6000
TDD: (202) 512-2537
Fax: (202) 512-6061

To Report Fraud,
Waste, and Abuse in
Federal Programs

Contact:

Web site: www.gao.gov/fraudnet/fraudnet.htm
E-mail: fraudnet@gao_gov
Automated answering system: (800) 424-5454 or (202) 512-7470

l

Congressional
Relations

Gloria Jarmon, Managing Director, JarmonG@gao.gov (202) 512-4400
Us. Govemment Accountability Office, 441 G Street NW, Room 7125
Washington, D.C. 20548

Public Affairs

Jeff Nelligan, Managing Director, NelliganJ@gao.gov (202) 5124800

U.S.‘Government Accountabzhty Oﬁice, 441 G Street NW, Room 7149
Washington, D.C. 20548

PRINTED ON g} RECYCLED PAPER



